Abstract -
INTRODUCTION
T he Federal tax system includes a variety of deductions, exclusions and tax credits, the purpose of which, in many cases, is to encourage the type of behavior that is being subsidized. Retirement savings in tax preferred accounts, such as 401(k)s and individual retirement arrangements (IRAs), in total, receive one of the largest subsidies relative to other tax expenditures (see Joint Committee on Taxation (2005) ). These subsidies have resulted in the accumulation of a signifi cant amount of retirement savings in these accounts: in 2000, the value of assets in private 401(k)-type plans and IRAs was a combined $4.3 trillion. 1 Despite the large accumulation of wealth in such accounts, there is considerable concern regarding the adequacy of retirement savings of low-and moderate-income taxpayers.
Historically, the tax subsidies for retirement savings have been in the form of a deduction or exclusion. Contributions to retirement plans and the earnings on those contributions are generally excludible from income until withdrawn.
2 As a result, individuals with the greatest income and highest marginal tax rates receive the largest subsidies to contribute to these accounts, while taxpayers with the lowest income and marginal tax rates benefi t the least. 3 In an effort to encourage retirement savings for this latter group, the Economic Growth and Tax Relief and Reconciliation Act of 2001 (EGTRRA) included a temporary nonrefundable tax credit for low-and moderate-income taxpayers who make contributions to certain tax-preferred retirement accounts, such as a 401(k) or IRA. In instituting the credit, the Congress' stated purpose was to address the "inadequate savings" of low-and moderate-income taxpayers, which was due, in large part, to their more limited fi nancial resources (Joint Committee on Taxation, 2003) . The saver's credit, which the credit has become known as, was fi rst effective in 2002 and is scheduled to expire at the end of 2006. In 2002, the fi rst year of the credit, about 5.3 million taxpayers 4 claimed a total of $1,058 million in the saver's credit. Since its inception, a number of bills in Congress have proposed to expand the saver's credit in numerous ways. These proposed expansions include making the credit permanent, refundable, and available to higher-income taxpayers.
In this paper, we analyze a sample of 2002 individual income tax returns to examine the utilization of the saver's credit during the fi rst year of availability and the characteristics of those taxpayers who claimed it. In addition, we supplement the tax data with data from information returns, such as forms W-2 and 5498, to incorporate information on contributions made to a retirement plan. By doing so, we are able to quantify the amount of unclaimed saver's credits of taxpayers who otherwise were entitled to the tax credit and we begin to assess the determinants of whether an eligible fi ler actually claimed the credit. 5 Taken as a whole, this paper may prove helpful to policy makers in considering the future design of the saver's credit or any credit targeted towards low-and moderate-income taxpayers. It also may prove useful to researchers, who are sure to examine the behavioral response to the saver's credit.
Overall, we fi nd that many low-income taxpayers eligible for the maximum credit rate of 50 percent are unable to receive the full benefi t of the credit because the credit is nonrefundable. Tax liability should become a greater constraint in the future because the income limits for the credit are not indexed for infl ation. Approximately 43 percent of the taxpayers who received the credit at the 50-percent rate in 2002 had their credit limited by their tax liability. If these same taxpayers had made the maximum contribution eligible for the saver's credit, almost 89 percent would have been limited by their tax liability from receiving the maximum credit. Nonetheless, taxpayers in the 50-percent saver's credit bracket claimed, on average, a higher percentage of their maximum potential saver's credit (70 percent) than taxpayers receiving the 10-percent credit. We also fi nd that approximately 2.7 million qualified taxpayers (34 percent of all eligible taxpayers) could have claimed almost $500 million in the saver's credit, but failed to do so. For most of these taxpayers, the overlooked credit was not insignificant. The average credit for these taxpayers would have been $184 (as compared to an average credit of $199 for taxpayers who claimed the saver's credit). Qualifi ed taxpayers were 70 percent more likely to claim the saver's credit if they used a professional preparer or computer 3 The total lifetime subsidy actually depends on the difference between the marginal tax rate at the time of the contribution and at the time of withdrawal, the tax rate that would have applied to the earnings, and the time horizon of the contribution (see Burman, Gale, and Weiner (2001) ). 4 "Taxpayers" refers to a tax fi ling unit; a joint return represents one taxpayer for purposes of this paper, but includes both a primary and secondary tax-fi ling individual. software program to prepare their tax returns.
The remainder of the paper is organized as follows. We begin by providing an overview of the saver's credit in the second section. The third section discusses the data used in the analysis and provides detail regarding the information taken from tax returns and tax-related information returns. The fourth section provides general background information on household and individual participation in retirement plans, illustrating the generally low participation and contribution rates of low-and moderate-income taxpayers. In the fi fth section, we examine the characteristics of tax fi lers who claimed the credit and compare them to tax fi lers who did not claim the credit. The sixth section attempts to quantify the amount of unclaimed credits of otherwise eligible tax fi lers. In addition, we assess the determinants of whether an eligible fi ler claims the saver's credit.
OVERVIEW OF THE SAVER'S CREDIT
The saver's credit is available to a broad group of people. Any individual who is at least 18 years old is eligible for the credit provided that he or she is not a full-time student or claimed as a dependent on another tax return. To claim the credit, a taxpayer must fi ll out and fi le form 8880 with their tax return. The form consists of 14 lines and walks the taxpayer through the calculation of the tax credit. A taxpayer calculates the amount of the saver's credit after calculating and applying other nonrefundable tax credits against income tax liability. An otherwise eligible taxpayer who makes a contribution to a retirement plan would not be able to claim the saver's credit if all income tax liability was eliminated by the other nonrefundable credits stacked before the saver's credit. The partially refundable child credit, which in 2002 was a $600 tax credit for each qualifying child, is stacked after the saver's credit. 6, 7 As a result, the actual value of the saver's credit may differ from that reported on the tax return. This discrepancy would occur if the saver's credit displaced any amount of a taxpayer's nonrefundable portion of the child credit.
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Retirement savings eligible for the credit include elective deferrals made to a 401(k) plan, a 403(b) annuity, a governmental 457(b) plan, a Simplifi ed Employee Pension IRA (SEP-IRA) and a Savings Incentive Match Plans for Employees (SIMPLE) IRA; contributions to a traditional or Roth IRA; and voluntary after-tax employee contributions to a 403(b) annuity or qualifi ed retirement plan. The maximum annual contribution eligible for the credit is $2,000. The credit rate, which is 50, 20, or ten percent, depends on the adjusted gross income (AGI) and fi ling status of the taxpayer as shown in Table 1 . The AGI limits and the maximum annual contributions eligible for the credit are not indexed for infl ation.
The amount of the credit is calculated on a per-person basis. A joint tax return in which both the primary and secondary taxpayers make $2,000 in eligible retirement savings contributions may 6 The refundable portion of the child credit is based on the taxpayer's earned income and number of qualifying children. In general, the higher the taxable earned income is and the more qualifying children there are, the larger is the amount of the child credit that is permitted to be refundable.
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The enacting legislation provided that the saver's credit would be taken into account after the child credit. However, this order has been reversed for each year since the enactment of the saver's credit as part of other legislative changes to the treatment of nonrefundable personal tax credits under the alternative minimum tax.
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Other nonrefundable credits are stacked after the saver's credit and the nonrefundable portion of the child credit. These credits include, among others, the adoption credit and the general business credits. However, the unused portion of these credits can generally be applied to tax liability in future tax years. receive a maximum tax credit of $2,000 ($1,000 each), assuming that they have AGI of $30,000 or less and are, therefore, eligible for the 50-percent credit rate. As we show later in the paper, limiting the tax credit to the extent of income tax liability was a binding constraint for the majority of taxpayers who were eligible for the 50-percent credit rate in 2002. Notwithstanding this limitation, the tax credit provides an incentive structure that is the reverse of other present-law retirement saving tax subsidies: taxpayers with the lowest income receive the greatest subsidy. Further, the tax credit is in addition to any otherwise allowable deduction or exclusion.
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To limit taxpayer abuse of the saver's credit (generally referred to as churning), the amount of any contribution eligible for the credit is reduced by the amount of certain pension and IRA distributions received by the taxpayer (or by the taxpayer's spouse if the taxpayer fi led a joint return with that spouse both for the year the distribution is made and the year for which the credit is taken). These include distributions in the taxable year for which the credit is claimed, the two preceding tax years, and the period after the end of the tax year, but before the due date for fi ling the return. 10 In effect, this anti-churning rule limits, but does not eliminate, the ability of taxpayers to make a contribution and withdraw the contribution in the following year and still claim the credit.
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In addition to the subsidies provided through the tax system, many employers make employer contributions to 401(k)-type plans contingent on employee contributions (i.e., matching contributions). Eighty percent of private employers with a 401(k) provided matching contributions according to 2003 survey data collected by the Profit Sharing/401(k) Council of America (2004) . 12 The most common fi xed-rate match was a 50-percent match on up to the fi rst six percent of income deferred into the 401(k).
The saver's credit has often been compared to a match (see Gale, Iwry, and Orszag (2005) ). The implicit match rate of the saver 's credit is greater than the credit rate itself. For example, taxpayers in the 50-percent credit rate are eligible for an implicit government match rate of 100 percent: a $2,000 contribution reduces the taxpayer's income tax liability by $1,000, so that the taxpayer's net contribution of $1,000 results in an account balance of $2,000. The 20-percent and ten-percent credit rates correspond to implicit match rates of 25 and about 11 percent.
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Extending the analogy further, the maximum percent of income deferred to which the government's implicit match applies depends on income and income tax liability. For example, consider a single tax fi ler with only wage income of $15,000, who claims the standard deduction, claims no other credits and has no dependents. In 2002, such an individual would have tax liability of $799. This fi ler can effectively receive a 100-percent implicit government match on up to $799 of tax-deferred retirement savings. The 100-percent match in this case would apply on up to the fi rst 5.3 percent ($799/$15,000) of income deferred into a retirement plan. If this individual had $600 of income tax liability, the implicit 100-percent match would apply on up to four percent ($600/$15,000) of income; and with $300 of income tax liability, the implicit 100-percent match would apply on up to two percent ($300/$15,000) of income. As this example illustrates, for a given income, the maximum percent of taxdeferred income that receives the implicit match decreases as income tax liability decreases. The nonrefundability of the credit makes the matching contribution analogy imperfect, as even participants with no tax liability would benefi t from an employer's matching contributions, but the same participant would not benefi t from the saver's credit.
THE DATA
The data used in our analysis consist of the 2002 Statistics of Income (SOI) individual income tax cross-sectional fi le linked with information provided from the information return file (IRF). The base 2002 cross-section fi le is a stratifi ed random sample with over-sampling of high-income taxpayers and consists of 171,142 tax returns fi led for the 2002 tax year.
14 Each tax return has an associated weight; the weighted sample is representative of all tax returns fi led for the 2002 tax year. The base SOI contains 3,626 tax returns, claiming $839,862 in the saver's credit. Weighted, this group represents 5,307,176 tax returns, claiming $1,058 million in the saver's credit.
The IRF contains information from forms W-2, 1099, and 5498. In order to analyze further the utilization of the saver's credit by the characteristics of the taxpayer, we use information reported on form W-2, the annual wage and tax statement, and form 5498, the IRA and Coverdell ESA Contribution Information. Form W-2 contains information on taxable and nontaxable compensation paid by an employer to an employee. For purposes of our analysis, the most important piece of information from the W-2 is that provided in box 12, which includes income deferred into retirement plans. Form 5498 is fi led by the trustee or issuer of the IRA and provides the amount of contributions made to a Roth, Traditional, SEP and SIMPLE IRA.
Because the amount of retirement-plan contributions eligible for the saver's credit is reduced by certain pension and IRA distributions received in prior years, to do a complete analysis of the utilization 13 Gale, Iwry, and Orszag (2005) raise the question of whether taxpayers realize the magnitude of these effective match rates and, if not, whether this reduces the incentive effects of the saver's credit. 14 The 2002 fi le actually includes 177,168 tax returns. However, about 3.5 percent of the returns are for years other than 2002. These tax returns were selected by SOI during its processing of 2002 tax returns. In our paper, we exclude all returns fi led for years other than the 2002 tax year because that is the fi rst year the saver's credit is available.
of the saver's credit requires information from tax years before 2002. Fortunately, the base cross-sectional fi le includes a sub-sample known as the Continuous Work History Sample (CWHS) that is designed as a permanent panel embedded within the cross section. SOI also provides additional editing of box 12 of the W-2 for the CWHS. In the 2002 fi le, the CWHS consisted of a random sample of tax returns, which were selected if the last four digits of the primary taxpayer's social security number matched one of fi ve possible combinations. 15 The CWSH includes 62,871 tax returns for 2002.
In this paper we use both the full cross-section fi le and the CWHS. While the CWHS allows us to link to tax returns from previous years, the CWHS includes about 30 percent fewer (unweighted) returns that claimed the saver's credit than the cross section (2,607 versus 3,626). The higher percentage of claimants in the CWHS (4.1 percent) versus the full cross section (2.0 percent) reflects the over-sampling of high-income taxpayers in the cross-sectional fi le. In the fourth and sixth sections, we use the CWHS to take advantage of the additional editing of box 12 and to link tax returns fi led for tax years 2000 and 2001 to those fi led in 2002. In the fi fth section, we use the full cross-section file to examine tax filers claiming the credit in 2002.
PARTICIPATION IN RETIREMENT PLANS
In this section, we briefly examine how participation rates and contribution amounts in retirement plans eligible for the saver's credit differ by income. The purpose of looking at such summary statistics is to provide a better understanding of the group targeted by the saver's credit and the problem the credit is intended to address. In the tables and fi gures below, it is important to remember that the participation rates and contribution amounts are for 2002 and, therefore, incorporate any potential behavioral response to the saver's credit.
We generate these summary statistics using the 2002 CWHS. 16 The statistics are based on the sample of taxpayers who received wage income (taxpayers with self-employment income only are excluded). Limiting the analysis to wage earners reduces the CWHS to 53,352 records that represent 106,693,329 tax returns fi led for the 2002 tax year. We limit the sample to wage earners primarily because the overwhelming majority of retirement-plan participants participate through an employer plan, and therefore, must receive wages to participate. Many of the self-employed or their spouses, however, have wage income and, therefore, are included in this analysis anyway. Regardless, self-employed taxpayers with no wage income account for only eight percent of IRA-participating tax fi ling households, ten percent of SEP-and SIMPLE-participating households, and two percent of households participating in an employer plan, IRA, SEP, or SIMPLE. Table 2 shows participation rates by type of participation and adjusted gross income deciles. The percentage of households participating in any type of retirement plan increases with income. Overall participation in a 401(k), 403(b), governmental 457(b), SEP or SIMPLE (collectively referred to as an "employer plan") was about 34 percent, with only 1.8 percent of households in the bottom 15 Each record in the CWHS receives two weights: (1) a CWHS weight of about 2000 that is used only when using tax returns in the CWHS, and (2) a cross-section fi le weight. The CWHS weight is the inverse of the probability of being selected into the CWHS. 16 We exclude less than one percent of the sample (346 tax returns) from this analysis because we could not fi nd a matching W-2.
decile participating and over 70 percent of households in the top decile participating. These participation rates in employer plans are not conditional on having access to an employer plan and, therefore, refl ect any differences in access to such plans. However, every individual with wage income has access to at least an employer plan or IRA. The last column shows participation rates in an employer plan or IRA. Overall, the participation rate in a retirement plan in 2002 by taxpayers was 38.1 percent. Roughly, on average, the participation rate increases by nine percentage points for each increase in income decile.
In Figure 1 , we further break down participation rates by fi ling status. The 498-11,244 $11,244-17,167 $17,167-23,319 $23,319-30,665 $30,665-39,592 $39,592-51,642 $51,642-67,996 $67,996-95,868 $95,868< participation rates shown below relate to participation in any type of retirement plan included above and are shown by adjusted gross income deciles. The deciles relate to the fi ling status being shown. For example, the 50 th percentile for tax fi lers with wages was $60,531 for joint filers, $18,532 for single filers, $21,086 for heads of households and $30,665 for all fi lers. Recall that the saver's credit is available to joint fi lers with adjusted gross income of $50,000 or less, single filers with income of $25,000 or less, and heads of households with income of $37,500 or less. These amounts correlate, approximately, with joint fi lers in the fourth AGI decile or lower, single fi lers in the sixth decile or lower, and heads of households in the eighth decile or lower. The corresponding participation rates for these groups were 32.6 percent, 10.7 percent, and 18.6 percent, respectively. Participation rates for fi lers eligible (based on income only) for the maximum credit rate are signifi cantly lower. Joint fi lers with income of $30,000 or less correlate, approximately, with joint fi lers in the fi rst or second deciles and, as a group, have a participation rate of 20.3 percent. Single fi lers eligible for the maximum credit rate include, approximately, fi lers in the 4 th decile or lower and, as a group, have a participation rate of 5.3 percent. And heads of households eligible for the maximum credit rate include, approximately, fi lers in the 6 th decile or lower and, as a group, have a participation rate of 13.6 percent. Not surprisingly, Figure 1 shows that participation rates increase as income rises across all fi ling statuses. Also, participation rates are lower for single fi lers relative to heads of households at the bottom deciles, but higher at the upper deciles. This relationship refl ects differences in the distributions of income between the two groups: single fi lers have a larger variance in their income, so that at lower deciles the income of single fi lers is lower than that of head-of-household fi lers, but higher at the upper deciles.
The fi gures above show a largely linear relationship between participation rates and income. However, as illustrated in Figure 2 below, this is not the case for contributions to retirement plans. 17 In 2002, the total amount of contributions made to employer plans and traditional, Roth, SEP, and SIMPLE IRAs was about $185 billion. Yet almost two-thirds of these contributions were contributed by tax fi lers in the top two deciles. Tax fi lers with income up to the 50 th percentile only made $12 billion in contributions (6.5 percent of the total). The relationship is similar across all types of fi ling statuses. Tax fi lers in the deciles that are approximately incomeeligible for the maximum saver's credit rate accounted for only three percent of total retirement saving contributions, while tax fi lers approximately incomeeligible for any saver's credit accounted for only 10.8 percent of the $185 billion in retirement savings contributions. For these purposes, eligibility only relates to income eligibility and not age, dependent or student status.
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UTILIZATION OF THE SAVER'S CREDIT
In this section, we use the full crosssectional fi le to examine the characteristics of tax fi lers who claimed the credit in 2002. The fi rst two columns of Table 3 show the number of taxpayers who claimed the credit and the amount of credit claimed by credit rate and fi ling status. Joint fi lers accounted for almost 54 percent of the 5.3 million fi lers who claimed the credit and 63 percent of the $1,058 million in total credits claimed. As would be expected given our discussion in the previous section, which showed that retirement-plan participation rates increase with income, the majority of fi lers claiming the saver's credit, about 68 percent, were in the ten-percent credit bracket. This group of claimants accounted for 48 percent of total credits claimed. Only about seven percent of fi lers claiming the saver's credit were in the 20-percent credit bracket and they accounted for about nine percent of total contributions. While claimants eligible for the maximum credit rate accounted for only 24 percent of fi lers claiming the credit, they accounted for about 43 percent of the total amount of saver's credits claimed.
In the next columns we consider other credits claimed by fi lers who claimed the saver's credit. Column 3 shows the total amount of all credits claimed by this group (this includes the saver's credit as well as all other nonrefundable and refundable tax credits). The saver's credit was most important for single fi lers 19 and least important for head-of-household fi lers. On average, the saver's credit accounted for about 19 percent of all the credits claimed by fi lers who claimed the saver's credit. However, to some extent this percentage masks the actual value of the tax credit relative to all other tax credits claimed because over 43 percent of filers did not claim any tax credit other than the saver's credit (column 5). Single fi lers were much more likely to be claiming only the saver's credit than joint fi lers or heads of households. In part, this refl ects the importance of the earned income tax credit and the child credit for joint and head-of-household fi lers who claimed the saver's credit.
In addition to the saver's credit, about 65 percent of head-of-household fi lers and 11 percent of joint fi lers also claimed 17 Elective deferrals and IRA contributions are subject to dollar limits. Absent these dollar limits, the distribution of contributions would likely be more skewed towards upper-income taxpayers. 18 Although not shown here, the cumulative distribution of retirement-plan contributions largely follows the cumulative distribution of wages. 19 As shown in Table 1 , all fi lers other than joint and heads of households are treated identically under the saver's credit. These include married couples fi ling separately, qualifying widow(er), and single fi lers. However, the majority of fi lers in this group are single fi lers. Therefore, in the remainder of the text, we refer to all fi lers other than joint and heads of households as single fi lers. In the tables, this group is referred to as all other fi lers.
the EITC (column 6) and 76 percent of head-of-household fi lers and 51 percent of joint filers claimed the child credit (column 7). 20 Because the EITC is fully refundable and the child credit is partially refundable, taxpayers with no income tax liability after applying all nonrefundable tax credits, including the nonrefundable portion of the child credit, may still benefi t from these credits. In total, almost 24 percent of taxpayers who claimed the saver's credit also claimed the EITC (column 6) and over 47 percent claimed the child credit (column 7). Column 8 shows the dollar value of the EITC and child credit claimed, and column 9 shows the percentage of all credits other than the saver's credit accounted for by the EITC and child credit. The EITC and child credit account for almost 89 percent of all tax credits claimed other than the saver's credit.
Because the partially refundable child credit is calculated after the saver's credit, the saver's credit may displace some of the nonrefundable child credit. As a result, the actual value of the saver's credit may differ from that reported on the tax return. Using information reported on each tax return, we calculate the amount of total child credits claimed that are not refundable. Combining this information with the amount of tax credits stacked before the saver's credit, we are able to calculate the actual value of the saver's . In addition, we find that for over 131,000 weighted returns, the actual value of the saver's credit was worthless because it displaced an equal amount of nonrefundable child credits. Table 4 shows additional detail on the amount of saver's credits claimed. Like the previous table, this information is shown by credit rate and type of fi ler. Columns 1 through 5 relate to the amount of credit actually claimed on the tax return.
The fi rst two columns are identical to the previous table and show the number of returns claiming the saver's credit and the amount claimed. Columns 3 and 4 show the average credit claimed per tax return and the average retirement savings contributions on which the credit was calculated. On average, taxpayers claiming the credit made contributions well below the $2,000 limit allowed for purposes of calculating the credit. This is easiest to see for single and head-of-household fi lers who in all cases had only one person making contributions to a retirement plan. These fi lers contributed an average of $950 and $918 in eligible contributions, respectively.
21 For both groups, taxpayers receiving the maximum credit rate con- n/a tributed, on average, 50 percent or less in eligible contributions than those receiving the minimum credit rate. One problem with making such comparisons is that the average contribution calculations refl ect any limitation in the amount of credit claimed because of income tax liability. Column 5 shows the percent of tax fi lers whose amount of saver's credit claimed was limited by income tax liability. Almost 43 percent of fi lers in the 50-percent credit bracket had their saver's credit limited by their income tax liability. Only a small percent of other fi lers (3.6 percent and 1.1 percent for those receiving the 20-and 10-percent credit rates, respectively) were limited by their income tax liability refl ecting, in part, the small size of the tax credit.
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To get a better understanding of the extent to which tax fi lers claiming the credit are utilizing the credit to its fullest, columns 6 through 10 show summary statistics based on our calculation of the maximum credit fi lers could claim if they had contributed the maximum amount eligible (hereafter referred to as the potential saver's credit). These calculations are based on information reported on the tax return. The potential saver's credit is calculated as the lesser of: (1) total income tax liability after all nonrefundable tax credits, including the nonrefundable amount of the child credit, plus the amount of the saver's credit claimed; and (2) the saver's credit, determined without regard to income tax liability and calculated as if the taxpayer (and each spouse on a joint return) had contributed to a retirement plan the maximum amount eligible.
23 Columns 6 and 7 show the number and percent of returns whose potential saver's credit would be limited by income tax liability.
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About 89 percent of fi lers receiving the maximum saver's credit rate, including 97 percent of head-of-household fi lers, and 24 percent of all fi lers claiming the saver's credit would not have been able to claim the full credit if they had made the maximum eligible contribution. In column 8, we show that the total potential saver's credit was $1,752 million. Comparing columns 8 and 2 allows us to compare the extent to which different types of tax fi lers are utilizing the saver's credit to its fullest. For example, while fi lers as a whole claimed, on average, only 60 percent ($1,058/$1,752) of the maximum potential saver's credit they could claim, those receiving the maximum credit rate claimed, on average, about 70 percent ($460/$658). And tax fi lers with the highest eligible income (i.e., those receiving the lowest credit rate) claimed, on average, 54 percent of their total potential saver's credit. Across all fi ling statuses, taxpayers claiming the credit with the lowest income are utilizing the credit to a greater extent than taxpayers claiming the credit with the highest income. Columns 9 and 10 show the average potential saver's credit and the average contribution per return on which the potential saver's credit was calculated.
The fi rst column in Table 5 reproduces the fi rst column from the previous tables; the column shows the distribution of tax fi lers claiming the saver's credit by credit rate bracket and fi ling status. In column 2, we distribute "eligible" taxpayers who did 22 These estimates represent lower bounds because, for some taxpayers, the saver's credit displaces the nonrefundable portion of the child credit. 23 Contributions to an IRA or employer plan are generally limited to an individual's compensation includible in income. To account for some taxpayers, particularly secondary taxpayers on joint returns, having less than $2,000 in includible compensation, the calculation of the saver's credit in part (2) is based on the maximum eligible contribution being the lesser of $2,000 or includible compensation for each individual. 24 Note that these numbers are a lower bound as they do not adjust income tax liability for the reduction in taxable income that would be associated with any increase in contributions to an employer plan or deductible IRA.
not claim the saver's credit by credit rate bracket as determined by their adjusted gross income and fi ling status (collectively we refer to this group as non-participants). An "eligible" non-participant includes a taxpayer who has met the income eligibility criteria for the saver's credit and either the primary or secondary taxpayer was (1) at least 18 years old; (2) not a half-time or full-time student; 25 and (3) not claimed as a dependent on another taxpayer's return in 2002. For purposes of this section, being "eligible" is not conditional on making a contribution to a retirement plan. In addition, an "eligible" non-participant may include a taxpayer who is ineligible for the saver's credit because prior-year pension and IRA distributions are greater than the maximum amount of contributions the taxpayer can make to retirement plans. 26 Column 2 shows that almost 54 million eligible taxpayers did not claim the saver's 25 Student designation comes from information fi led on form 1098T. Form 1098T is used to identify students potentially eligible for the Hope or Lifetime Learning tax credits. The information return, however, does not allow us to distinguish a full-time student from a half-time student. Only full-time students are ineligible for the saver's credit. 26 Taxpayers with IRA and pension distributions are still eligible for the saver's credit to the extent that their retirement plan contributions exceed their distributions. For example, an eligible taxpayer with $8,000 in distributions could claim the saver's credit with respect to each dollar of retirement plan contributions over $8,000, up to a maximum amount of $2,000.
credit. In total, over 59 million taxpayers were eligible, as defi ned above, for the saver's credit in 2002.
In comparing column 1 to the combined total of columns 1 and 2, one can calculate the percent of eligible tax fi lers claiming the saver's credit. However, doing so would underestimate the utilization rate because many eligible non-participants may not have any income tax liability to benefi t from the saver's credit. In column 3, we include only non-participant tax fi lers who we calculate as being able to benefi t from the saver's credit. This group includes all filers with positive income tax liability after applying (1) all nonrefundable credits reported on the tax return other than the child credit and (2) the amount of the child credit we calculated to be nonrefundable. This selection reduces the number of eligible fi lers from 53.8 million to 32.1 million returns, or by 40 percent. As expected, the majority of taxpayers eliminated (nearly 96 percent) were in the maximum credit rate bracket. Column 5 shows the estimated utilization rate by comparing column 1 to the combined total, as shown in column 4, of eligible non-participants (column 3) and fi lers who claimed the saver's credit (column 1). The overall utilization rate is estimated to be 14.2 percent. Across all fi ling statuses, utilization rates increase as income increases. Head-of-household fi lers have the highest utilization rate at 19.2 percent, followed by joint fi lers at 18.1 percent and single fi lers at 7.6 percent.
Two caveats regarding the calculated utilization rate deserve mentioning. First, the number of eligible tax fi lers includes taxpayers who may have taken pension or IRA distributions in prior years that would completely offset the amount of retirement savings contributions eligible for the credit (see footnote 26). In this respect, the utilization rate should be viewed as a lower bound. Second, we eliminated all students from the eligible non-participant group who were at least half-time students even though only students who are full-time are ineligible for the saver's credit (see footnote 25). However, even if we assumed that all students were eligible for the saver's credit, there would be only a small change in the utilization rates. The utilization rate for all fi lers would decrease by about 0.6 percentage points to 13.6 percent. The largest change is experienced by single fi lers with a decrease in the utilization rate from 7.6 percent to 6.9 percent.
In the next two columns, we show the number and percent of non-participating fi lers whose saver's credit would be limited by their income tax liability if they made the maximum eligible contribution to a retirement plan (see footnote 23). This analysis is identical to that done for those claiming the saver's credit shown in columns 6 and 7 of Table 4 and the results are similar. Sixty-nine percent of non-participating fi lers eligible for the maximum credit rate, including 89 percent of head-of-household fi lers, and 30 percent of all non-participating fi lers would not be able to claim the maximum saver's credit if they had made the maximum eligible contribution. Compared to those who actually claimed the credit, the overall percent of fi lers who would be limited by income tax liability is higher among non-participants (30 versus 24 percent), but lower for those in the maximum credit rate bracket.
The last two columns calculate the potential amount of saver's credit that non-participants could have claimed if they had contributed the maximum eligible amount and the average potential saver's credit per return. Column 8 shows that non-participants could have claimed almost $9 billion in tax credits if they had participated to the fullest extent possible. By comparing column 9 in Table  5 with column 9 in Table 4 , we see that the average potential saver's credit per return for non-participating fi lers, single fi lers and joint fi lers is lower than the average potential credit for corresponding fi lers who claimed the credit. This is generally not true with respect to head-of-household fi lers.
As shown in the table above, we fi nd over 32 million eligible taxpayers in 2002 that would have benefi ted from the saver's credit. Surprisingly, we fi nd that over 14 percent of the taxpayers within this group made $8.2 billion in contributions to a retirement plan. Of course, these contributions may not be eligible contributions for purposes of the saver's credit and may only refl ect data limitations associated with the cross-sectional fi le. That is, the amount of contributions has not been reduced by prior-year distributions from a retirement plan, as would be required for calculating the saver's credit. Nonetheless, this data suggest that there could be a signifi cant number of eligible taxpayers entitled to the saver's credit who did not claim it. In the next section we focus on these individuals and use the CWHS to overcome any data limitation.
UNCLAIMED CREDITS
One problem with a tax credit targeted to low-income households is that many qualified households fail to claim the credits to which they are entitled because of a lack of knowledge or the complexity of the credit. The earned income tax credit is an example of a tax credit directed toward low-income households whose complexity and underutilization has been discussed widely. 27 The data available to us provide a unique opportunity to analyze the utilization of the saver's credit by low-income households that meet all the eligibility criteria and have made a contribution to a retirement account. Because tax year 2002 was the fi rst year for the saver's credit, many households may be unaware of this credit, especially taxpayers preparing their own tax returns. In this section, we investigate the extent to which taxpayers failed to claim a credit for which they qualifi ed and to examine possible explanations for why this occurred.
In 2002, we estimate that just over 59 million taxpayers were eligible to claim the saver's credit, i.e., they met the income eligibility criteria for the saver's credit, and either the primary or secondary taxpayer was (1) at least 18 years old, (2) not a full-time student (see footnote 25), and (3) , and 2002, we estimate that 2.7 million additional taxpayers could have claimed the saver's credit, reducing their tax liability by $496 million. Hence, we calculate a utilization rate conditional on making an eligible retirement plan contribution of 66 percent. This implies that 34 percent of the taxpayers who were qualifi ed to claim the saver's credit failed to take advantage of the opportunity to reduce their tax liability. In the remainder of this section, our goal is to determine if there are any characteristics that distinguish this group of taxpayers from the taxpayers who claimed the saver's credit on their 2002 tax returns.
As we discussed earlier in the paper, the vast majority of taxpayers who claimed the saver's credit received the credit at a rate of ten percent. Table 6 shows that 3.6 million taxpayers received a tenpercent saver's credit. Thus, slightly over 68 percent of the taxpayers who claimed the saver's credit were in this credit-rate category. The average tax credit for taxpayers who received a ten-percent 27 For a recent discussion of participation and compliance among households eligible for the earned income tax credit see Blumenthal, Erard, and Ho (2005). saver's credit was $140; for taxpayers who received a 50-percent saver's credit, the average credit was $356. The distribution of taxpayers who qualifi ed for the saver's credit but failed to claim the credit is similar to those taxpayers who claimed the credit. The information presented in Table 7 shows that 70 percent of qualifi ed taxpayers who failed to claim the saver's credit would have received a ten-percent credit rate on their retirement contributions. The average potential credit for the taxpayers in this group was $130, slightly lower than the average for the taxpayers who claimed the saver's credit and received a tenpercent credit rate. Those qualifi ed taxpayers who failed to claim the credit and whose income would have placed them in the 50-percent-credit-rate class would have received an average credit of $342, again only slightly lower than the average for taxpayers who claimed the credit.
For the taxpayers who claimed the saver's credit in 2002, the largest source of retirement contributions came from contributions to pension plans. This is also the case for the taxpayers who qualifi ed for the saver's credit but failed to claim the credit on their 2002 tax return. As shown in Table 8 , the total retirement contributions for these taxpayers was $5.0 billion. Approximately 63 percent of these retirement contributions were elective deferrals made to an employer-provided retirement plan such as section 401(k) or section 403(b) plans. Nearly 80 percent of the taxpayers who qualifi ed for the saver's credit but failed to claim the credit made contributions to a pension plan only. This includes elective deferrals made to employer-provided retirement plans and contributions to SEP and SIMPLE. Fifteen percent of these taxpayers made contributions to IRAs only. The remaining four percent made contributions to both IRA and pension plans. For the non-claimants, the average contribution to all retirement accounts per tax return was $1,862. Reducing these contributions for prior-year taxable pension and IRA distributions and limiting them to a maximum amount of $2,000, we calculate that just under $3.3 billion of the retirement contributions would have been eligible for the saver's credit. The average eligible contribution per return is $1,212.
The most likely explanation for why some taxpayers failed to claim the credit is that they simply did not know that the saver's credit was available. We expect professional tax preparers to have a greater awareness of the saver's credit than taxpayers preparing their own returns. Therefore, the use of a professional tax preparer should increase the likelihood of a taxpayer claiming the saver's credit. In addition, we expect that, for taxpayers preparing their own tax return, the use of a computer software program to complete one's tax return also would increase the likelihood of claiming the saver's credit.
As shown in Table 9 , taxpayers who should have claimed the saver's credit but did not were more likely to have prepared their own tax returns than taxpayers who claimed the saver's credit. Just over 56 percent of the tax returns for taxpayers Average Credit who should have claimed the credit were prepared by the taxpayer, while only 32.6 percent of taxpayers who claimed the credit prepared their own return. For the taxpayers who prepared their own return, the use of a computer software program helped them claim the credit. Only ten percent of taxpayers who should have claimed the saver's credit but did not prepared their own returns using a computer software program. Almost 37 percent of taxpayers who claimed the saver's credit and prepared their own return used a computer software program.
We calculate that 75.6 percent of qualifi ed taxpayers who used a professional tax preparer or computer software program to complete their tax returns claimed the saver's credit. Meanwhile, only 44.4 percent of qualifi ed taxpayers who completed their tax returns on their own without the aid of a computer software program claimed the saver's credit. Hence, qualifi ed taxpayers were 70 percent more likely to claim the saver's credit if they used a professional preparer or a computer software program.
Taxpayers who are familiar with other tax credits may be more likely to claim a new credit. Table 10 shows that taxpayers who claimed the saver's credit are more likely to have claimed other tax credits than taxpayers who qualified for the saver's credit but did not claim the credit. Approximately 57 percent of the taxpayers who claimed the saver's credit also claimed another tax credit. In contrast, 41 percent of the qualifi ed taxpayers who failed to claim the saver's credit claimed another tax credit.
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Another possible reason that many of the taxpayers who would have benefi ted from the saver's credit failed to claim the credit is that the potential credit amount might have been too small for some taxpayers to take the time and trouble to complete the necessary tax forms. However, as shown in the Table 11 , nearly 63 percent of these taxpayers would have had their tax liability reduced by $100 or more. For the taxpayers who claimed the credit, nearly 68 percent received a tax credit of $100 or more. Clearly, a large number of taxpayers failed to take the opportunity to reduce their tax liability by a substantial amount.
One piece of information is still quite puzzling. Almost 43 percent of the returns fi led by taxpayers who failed to claim the saver's credit were prepared by professional tax preparers. What could explain the failure on the part of these professional preparers to claim the saver's credit for their clients? One possible explanation is that the tax professional may have been unaware that their client made a contribution to a retirement account. However, as stated earlier in this section, 63 percent of the total retirement contributions by the taxpayers who qualifi ed but failed to claim the credit came from elective deferrals made under retirement plans such as section 401(k) or section 403(b) plans. This information is contained on the taxpayers' W-2 statement. We would expect that this information would be available to the professional tax preparer. On the other hand, IRA contribution information is reported on Form 5498. Unless professional tax preparers are provided with this information by their clients, a tax preparer may be unaware that the client has made a contribution to an IRA, a SEP, or a SIMPLE retirement plan.
For contributions made to a traditional IRA, we may be able to distinguish between whether the tax preparer was unaware of the IRA contribution or unaware of the saver's credit. With the exception of a married taxpayer fi ling a separate return, in general, all taxpayers who were eligible for the saver's credit and made contributions to a traditional IRA would be able to claim a deduction from their income for contributions made to the IRA. From the data available to us, we can observe whether a taxpayer who made a contribution to a traditional IRA claimed the tax deduction for this IRA contribution. Of the taxpayers who were eligible to claim the saver's credit but failed to do so, nearly 278,000 made contributions to a traditional IRA. However, only 58 percent of these taxpayers reported a tax deduction for the IRA contribution. For the group of taxpayers who claimed a tax deduction for their IRA contribution but failed to claim the saver's credit for which they qualifi ed, it seems clear that they or their tax preparers were unaware of the saver's credit. We found that in these cases only 37 28 Because eligibility for many of the tax credits requires the presence of dependents, this result may merely refl ect the effect that the presence of dependents has on the probability of claiming the saver's credit. We fi nd that nearly 57 percent of taxpayers who claimed the saver's credit had dependents, while only 43 percent of qualifi ed taxpayers who should have claimed the credit had dependents. percent of the returns were prepared by a professional tax-return preparer. For the group of taxpayers who made traditional IRA contributions but claimed neither the tax deduction for the IRA contribution nor the saver's credit, 58 percent of the returns were prepared by professional tax preparers. These professional tax preparers did not claim the saver's credit for their clients because it is likely that they were unaware that their client made a contribution to a retirement account. While the answer to why so many qualifi ed taxpayers failed to claim the saver's credit remains open, our data suggest that the lack of knowledge of the credit by taxpayers and by professional tax preparers is the likely cause. Few may fi nd this result surprising. However, the number of low-income taxpayers who should have benefi ted from the saver's credit but did not claim the credit is a bit startling. It is possible that over time more taxpayers will become aware of the saver's credit and its utilization will rise. However, the 2003 tax data indicates the number of taxpayers who claimed the saver's credit and the total amount of the saver's credit remained virtually unchanged from 2002.
CONCLUSION
The saver 's credit was created to encourage retirement savings among low-and moderate-income households. In its fi rst year, roughly 5.3 million taxpayers reduced their tax liability by $1,058 million with the saver's credit. While the saver's credit provides a greater incentive for low-income taxpayers to contribute to a retirement plan, evidence from the fi rst year of the credit shows that many of these taxpayers are unable to receive the full benefi t of the credit because the credit is nonrefundable. This is particularly a problem for the taxpayers in the 50-percent credit bracket. In addition, tax liability should become a greater constraint in the future because the income limits for the credit are not indexed for infl ation. We also fi nd that the lack of knowledge about the saver's credit prevented many taxpayers from claiming the credit. Roughly one-third of taxpayers who qualified failed to claim the credit in the fi rst year it was available.
Future studies that attempt to measure how effective the saver's credit is as a tool to encourage savings among low-and moderate-income households will need to recognize how nonrefundability limits the maximum potential credit available to these households. In addition, to maximize the full potential of the saver's credit, low-and moderate-income taxpayers and their tax preparers must be better informed about the credit and how it works.
